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Pay  Plans  For  Co-op  Tank  Truck  Salesmen  ^ 


By 

J.  Warren  Mather 

Farm  Supplies  Branch 

Purchasing  Division 


The  success  of  petroleum  coopera- 
tives depends  largely  on  the  kind  of 
job  the  tank  truck  salesmen  or  serv- 
icemen turn  in.  Their  performance 
greatly  affects  over -all  volume,  the 
number  of  new  patrons  and  members 
obtained,  delivery  costs,  credit  con- 
trol, and  membership  relations. 

Why  do  some  tank  truck  salesmen 
perform  much  better  than  others? 
Does  the  method  by  which  they  are 
paid  make  much  difference?  Interest 
in  these  questions  has  been  growing 
among  cooperatives  and  their  sales- 
men. 

This  publication,  in  response  to  that 
interest,  briefly  highlights  the  infor- 
mation collected  in  a  more  detailed 
study  made  at  the  request  of  the  Re- 
tail Petroleum  Research  Committee 
of  the  National  Council  of  Farmer 
Cooperatives.  * 

The  study  was  conducted  in  two 
parts.  The  first  part  consisted  of 
limited  information  collected  in  a 
short  mail  questionnaire  from  1,327 
retail  associations  employing  3,310 
petroleum  salesmen.  The  second 
part  of  the  study  consisted  of  detailed 
information  collected  by  personal 
interviews  from  99  selected  local 
cooperatives  employing  the  283  sales- 
men.   Half    of    them    were     "average" 


and  half    "outstanding"  in  their  petro- 
leum operations. 

The  principal  points  covered  were: 
Volume,  delivery  costs,  employee 
benefits,  employee  turnover,  credit 
control,  and  methods  of  compensation. 
The  cooperatives  also  provided  infor- 
mation on  other  factors  influencing 
performance  of  their  salesmen. 

Contributing  to  the  interest  in 
methods  of  compensation  have  been 
the  increased  use  of  petroleum  prod- 
ucts by  farmers  and  the  changes  and 
improvements  in  roads  and  delivery 
equipment.  As  farmers  used  more 
petroleum  fuels,  they  enlarged  their 
farm  storage.  In  turn,  salesmen  pur- 
chased much  larger  tank  trucks  with 
mechanical  unloading  equipment. 
These  changes  enabled  them  to  in- 
crease their  volume  each  year.  Thus 
standards  of  performance  and  rates 
of  pay  acceptable  10  years  ago  have 
been  outmoded. 

Rates  of  commissions  have  not 
always  been  adjusted  to  these  changes, 
and  salesmen  have  often  received  more 
compensation  than  their  managers.  In 
the  future,  the  level  of  gross  handling 
margins  may  be  lowered.  This  in  turn 
will   require   lower   commission  rates. 

Management  of  many  cooperatives, 
therefore,      have     been     interested     in 


^  Cooperatives  in  various  parts  of  the  country  refer  to  tank  truck  salesmen  as  tank  truck  servicemen,  petroleum  de- 
liverymen,  driver-salesmen,  and  farm  servicemen. 

^  Persons  interested  in  the  detailed  information  in  this  study  may  want  a  copy  of  the  Service  Report,  "Compensation  Plans 
For  Tank  Truck  Salesmen  of  Petroleum  Cooperatives.*'  Copies  are  available  from  Farmer  Cooperative  Service,  U.S.  De- 
partment of  Agriculture,  Washington  25,  D.  C, 
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compensation  plans  that  will  lower 
delivery  costs  and  still  maintain 
satisfactory  service  to  patrons.  Di- 
rectors and  managers  in  many  areas 
have  been  interested  in  incentive  pay- 
ments to  supplement  salaries.  In  still 
other  areas  they  have  experienced 
difficulties  with  commission  plans  be- 
cause of  the  demand  for  credit  and 
seasonal  use  of  fuel. 


Although  most  of  the  informa- 
tion in  this  report  covers  plans 
in  effect  on  January  1,  1954,  and 
petroleum  operations  in  1953,  find- 
ings still  have  direct  application  to 
present  day  operations.  Several 
progress  reports  were  issued  on  the 
study  and  this  report  brings  them 
and  additional  details  of  the  study 
together. 


Kinds  of  Compensation  Plans 


This  study  showed  cooperatives 
employed  tank  truck  salesmen  under 
three  principal  methods  of  compensa- 
tion (figure  1).  Out  of  1,327  coop- 
eratives reporting,  41  percent  em- 
ploying 29  percent  of  the  salesmen 
paid  commissions  only;  37  percent 
employing  29  percent  of  the  sales- 
men paid  straight  salaries  only;  and 
19  percent  employing  16  percent  of 
the  salesmen  paid  salaries-plus-in- 
centive payments  only.  The  remain- 
ing 3  percent  of  the  cooperatives  em- 
ployed salesmen  under  more  than  one 
method  of  compensation.  The  salary - 
plus-incentive  payment  group  included 
a  wide  variety  of  compensation  plans 
and  are  discussed  in  detail  later  in 
the  report. 

When  broken  down  by  area,  the  data 
on  the  various  compensation  plans 
showed  that  a  higher  proportion  of 
both  cooperatives  and  salesmen  were 
on  the  straight  commission  plan  in 
the  Eastern  half  than  in  the  Western 
half  of  the  country.  The  West,  how- 
ever, had  a  larger  percentage  of  both 
cooperatives  and  servicemen  on 
salaries  -plus  -incentive  payments . 

In  a  study  conducted  in  1949,  re- 
gional cooperatives  estimated  that 
about  50  percent  of  their  affiliated 
local  associations  employed  petro- 
leum salesmen  on  a  commission 
basis,  45  percent  employed  them  on 
a  salary  basis,  and  the  other  5  per- 
cent employed  them  on  salaries-plus- 
incentive  payments. 


Thus  there  was  a  definite  trend 
toward  supplementing  salaries  with 
some  form  of  incentive  payments. 

Each  type  of  compensation  plan  is 
now  discussed. 


Straight  Commission 

The  number  and  proportion  of  coop- 
eratives and  their  petroleum  sales- 
men on  straight  commissions  in  the 
Eastern  and  Western  parts  of  the 
country  were  as  follows: 

Eastern 

212,    or    57    percent,       of      the 
cooperatives 
1,114,    or   70   percent,       of      the 
salesmen 

Western 

330,    or    35    percent,       of      the 

cooperatives 

714,    or    41    percent,       of      the 

salesmen 

Each  cooperative  in  the  East  aver- 
aged five  salesmen  while  each  in  the 
West  averaged  two. 

For  the  country  as  a  whole,  78 
percent  of  the  salesmen  on  straight 
commissions  owned  their  truck 
chassis  and  usually  paid  all  or  most 
of  their  truck  operating  expenses.  The 
cooperatives,       ho^vever,       ov/ned      the 


Figure  1 


Extent  of  use  of  various  compensation  plans 
by  cooperatives  and  their  local  petroleum  deliverymen 
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truck     tanks 
and  meters. 


and     usually    the    pumps 


The  cooperatives  in  Pennsylvania 
paying  straight  commissions  in- 
variably owned  the  truck  chassis  as 
well  as  the  tanks,  pumps,  and  meters 
and  stood  all  operating  expenses. 
They,  of  course,  paid  salesmen 
lower  rates  of  commissions. 


to    this    method    as    a    "salary   against 
commission." 

8.  About  9  percent  required  the 
salesmen  to  stand  the  full  cost  of 
equipment  loaned  to  farnners. 

9.  Only  2  percent  based  commis- 
sion rates  of  salesmen  on  gross 
margins    obtained   by  the  cooperatives. 


Cooperatives  paying  straight  com- 
missions found  it  advisable  to  adopt 
certain  operating  policies  and  re- 
strictions for  their  salesmen.  Among 
these  were  expense  sharing  w^ith 
salesmen,  guaranteed  minimum  com- 
pensation, and  credit  and  shrinkage 
restrictions. 


Questionnaire  Group.  Of  the  cooperatives 
covered  in  the  mail  questionnaire,  the 
proportion  using  the  various  policies 
were: 

1.  50  percent  charged  excessive 
shrinkage  to  their  salesmen. 

2.  42  percent  deferred  commis- 
sions on  credit  sales  by  salesmen 
until  accounts  were  paid  in  full. 

3.  35  percent  placed  a  percentage 
of  their  salesmen's  commissions  into 
a  reserve  to  apply  on  delinquent  ac- 
counts. 

4.  Over  7  percent  sold  the  petro- 
leum products  to  their  tank  truck 
salesmen  who  in  turn  resold  them  to 
patrons. 

5.  33  percent  paid  for  gasoline  and 
oil  or  a  part  of  the  insurance  when 
their  salesmen  owned  the  truck 
chassis. 

6.  About  14  percent  paid  a  truck 
maintenance  allow^ance  to  the  sales- 
men. 

7.  9  percent  guaranteed  their 
salesmen  a  minimum  amount  of  com- 
pensation   each    year.    Some     referred 


Selected  Group .  Thirty-nine  of  the 
cooperatives  selected  for  detailed 
study  employed  tank  truck  salesmen 
on  a  commission  basis.  They  had 
similar  policies  to  those  just  men- 
tioned and  in  addition  reported  that: 


1.  10  percent  made  advances  to 
their  salesmen  ranging  from  $100 
to   $  150  a  month. 

2.  33  percent  reduced  rates  of 
commissions  from  0.2  to  1.0  cent  a 
gallon  during  price  wars,  with  their 
regional  cooperatives  often  bearing  a 
like  amount. 

3.  10  percent  varied  their  rates  of 
commissions  with  gross  margins  on 
petroleum  products. 

4.  37  percent  had  written  contracts 
with  tank  truck  salesmen.  Two-thirds 
of  the  contracts  provided  for  revision 
of  territories  of  salesmen  at  any  time. 
One-half  provided  for  periodic  review 
and  revision  of  commission  rates  by 
the  associations. 


Straight  Salary 


The  number  and  proportion  of  coop- 
eratives and  their  tank  truck  sales- 
men who  were  on  a  straight  salary 
in  the  two  areas  follow: 

Eastern 

102,      or      27      percent,     of     the 

cooperatives 
321,      or      20      percent,     of     the 

salesmen 
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Western 

389,      or      41      percent,     of     the 

cooperatives 
646,      or      38      percent,     of     the 

salesmen 

The  Eastern  group  had  3.2  sales- 
men for  each  cooperative  compared 
with  1.9  in  the  Western  group.  Coop- 
eratives using  this  payment  plan 
owned  the  truck  chassis,  tanks,  and 
pumps,  and  paid  all  operating  ex- 
penses. 

A  few  of  these  cooperatives  paid 
their  salesmen  on  an  hourly  basis. 
Also,  a  number  employed  their  man- 
agers on  a  commission  basis,  but 
the  managers  in  turn  employed  sales- 
men on  a  salary  basis.  Most  of  these 
cooperatives  also  owned  the  truck 
chassis,  tanks,  and  pumps. 


Salary-Plus-lncentive  Payments 

Definitions.  A  straight  commission 
on  all  petroleum  products  sold  usually 
provides  the  greatest  incentive  to 
build  volume.  Business  firms,  how- 
ever, most  often  define  an  incentive 
payment  plan  as  one  providing  for  a 
specific  payment  or  combination  of 
payments  for  each  unit  of  output  above 
a  certain  minimum  quantity  or  quota 
for  a  given  period. 

In  applying  this  business  firm  defi- 
nition to  petroleum  distribution,  an 
incentive  plan  consists  of  the  follow- 
ing payment  methods: 


4.  Similar  plans  or  combinations 
of  those  listed  above. 

This  definition,  therefore,  would 
exclude  plans  with  base  salaries  plus 
comnnission  on  all  sales,  plans  pro- 
viding for  a  percentage  of  net  savings, 
or  plans  paying  a  wage  dividend  equal 
to  the  patronage  refund  rate.  These 
plans  would  be  more  like  bonuses  than 
true  incentive  payments  for  extra  out- 
put, although  they  may  encourage 
greater  effort  and  efficiency. 

In  this  study,  however,  all  plans 
involving  the  use  of  a  base  salary 
plus  any  type  of  additional  payment, 
such  as  commissions  or  bonuses,  were 
classified  as  a  salary-plus -incentive 
payment  plans. 

Numerous  variations  also  existed 
in  these  cooperatives'  incentive  pay- 
ment plans  in  the  use  of  base  salary, 
commission  rates,  monthly  or  annual 
minimum  quotas  and  credit  control. 
Some  cooperatives  had  graduated 
commissions  based  on  volume  in- 
creases above  the  previous  year  or 
above  a  specified  quota.  Even  one 
group  of  successful  cooperatives  pay- 
ing straight  commissions  on  all  vol- 
ume paid  also  a  bonus  for  good  credit 
control  and  one  for  good  ratios  of 
lubricating  oil  sales  to  refined  fuel 
sales. 

The  broad  classification  used  in 
this  study,  therefore,  accommodated 
the  variety  of  interpretations  of  in- 
centive plans  among  cooperatives  and 
also  simplified  the  analysis  of  data. 


1.  Payments  or  commissions  for 
each  xinit  or  dollar  above  monthly, 
quarterly,  or  annual  quotas. 

2.  Payments  for  each  \init  or  dollar 
of  new  business  obtained  during  the 
year. 

3.  Payments  for  increases  in  vol- 
ume over  the  previous  month,  quarter, 
or  year. 


Extent  of  Use.  The  number  and 
proportion  of  cooperatives  and  their 
salesmen  on  salaries-plus-incentive 
payments  in  the  two  areas  follow: 

Eastern 


52,      or      14      percent,     of     the 
cooperatives 
148,       or      9      percent,      of     the 
salesmen 
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Western 

208,      or      22      percent,      of     the 

cooperatives 
367,      or      21      percent,     of     the 

salesmen 


2.  3  percent  paid  salaries  plus  a 
percentage  of  the  net  savings  on  pe- 
troleum operations. 

3.  2  percent  paid  salaries  plus  a 
wage     bonus      or     dividend     on  annual 
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Employees  should  understand  all  elements  of  the  compensation  plan.  Written  contracts  between  cooperatives  and  their  tank 

truck  salesmen  are  desirable. 


The  average  number  of  salesmen 
for  each  cooperative  was  2.8  in  the 
East  and  1.8  in  the  West. 


Twenty  percent  of  the  reporting 
cooperatives  in  the  combined  areas 
used  some  type  of  incentive  payment 
plan.  The  principal  types  were: 

1.  12  percent  paid  salaries  plus 
commissions  on  most  or  all  of  their 
products.  Most  paid  connmissions  on 
total  sales  of  the  products,  but  some 
paid  commissions  on  sales  above 
stipulated  monthly  or  annual  quotas, 
or  on  new  business  or  increases  in 
business  from  old  patrons. 


salaries     equal    to    the    patronage 
fund  rate  declared  to  patrons. 


re' 


4.  3  percent  paid  salaries  plus 
year-end  flat  bonuses,  collection 
bonuses,  and  other  special  incentive 
payments. 

Examples .  Southern  States  Coop- 
erative, Inc.,  Richmond,  Va.  adopted 
an  especially  successful  incentive 
payment  plan  in  1950  based  on  salary 
plus  commissions  on  volumes  above 
monthly  quotas.  Under  this  plan  the 
cooperative  (1)  owned  all  delivery 
equipment,  (2)  set  a  minimum  and 
maximum  salary  each  month,  (3)  paid 
a    base     monthly     salary    plus     a    com- 


mission  above  a  quota  of  25,000  gal- 
lons each  month,  (4)  made  a  small 
payment  for  each  new  patron,  (5)  gave 
bonuses  for  satisfactory  handling  of 
credit  and  imposed  penalties  v/hen 
past  due  accounts  equalled  16  percent 
or  more  of  sales,  and  (6)  made  avail- 
able a  broad  employee  benefits  pro- 
gram. 

The  results  of  this  system  from 
1950  to  1957  were: 

1.  Volume  delivered  per  salesman 
increased  from  472,674  gallons  to 
645,000  gallons.  Gallons  delivered  per 
mile  went  up  from  23.3  to  32.2. 

2.  Annual  compensation  per  sales- 
man increased  from  $2,133  to  $3,527. 
But  labor  cost  per  gallon  remained 
almost  the  same--0.46  cent  in  1957 
compared  with  0.45  cent  in  1950.  The 
proportion  of  pay  made  up  of  incentive 
payments  increased  from  1950  to 
1957.  For  the  first  three  years,  in- 
centive payments  were  equal  to  about 
14  percent  of  total  pay,  or  16  percent 
of  the  salesmen's  base  salary.  By 
1957  incentive  payments  had  gone  up 
to  33  percent  of  total  pay,  or  to  45 
percent  of  salesmen's  base  salary. 

3.  Complaints  among  salesmen 
were  reduced  about  90  percent. 

4.  Turnover  of  salesraen  was  re- 
duced about  45  percent  in  the  first 
three  years  after  adoption  of  the  plan. 
It  was  a  little  under  10  percent  in 
1957. 


5.    Better  control  of  credit  resulted. 

Southern  States  faced  some 
problems  in  this  new  plan,  however. 
Principal  ones  were:  (1)  Volume  in- 
creases were  limited  to  liquid  fuels, 
(2)  caliber  of  salesmen  did  not  im- 
prove as  much  as  expected,  (3)  and 
low  volume  months  rerrained.  A  num- 
ber of  its  associations  encountered 
problems  in  establishing  the  proper 
formula  for  their  territories  and  in 
adding  a  salesman  when  it  was  ad- 
visable. 

A  few  cooperatives  in  the  central 
part  of  the  country  adopted  plans 
somewhat  sirailar  to  Southern  States. 
However,  they  used  a  6-month  mini- 
mum gallon  base  and  paid  salaries 
based  on  the  average  wage  scale  in 
the  area.  As  an  illustration,  a  sales- 
man received  $45  a  week  plus  half  a 
cent  a  gallon  commission  on  all  fuel 
sold  above  100,000  gallons  for  a  6- 
month  period.  Commissions  were 
paid  on  all  oil,  grease,  and  anti- 
freeze delivered. 

Still  another  group  of  cooperatives 
in  the  North  Central  area  used  a 
similar  plan  with  a  percentage  com- 
mission paid  on  all  sales  above  a 
dollar  minimum  per  month.  For 
example,  a  salesman  received  a  salary 
of  $200  a  month  plus  3  percent  on  all 
sales  over  $3,000  a  month,  or  5  per- 
cent on  all  sales  over  $5,000  a  month. 
A  few  use  graduated  scales  for  either 
dollar  volumes  or  comnnission  rates. 


influence  of  Each  Plan  on  Operations 


One  of  the  first  questions  directors 
and  managers  have  about  compensa- 
tion plans  is  their  probable  effect  on 
volume.  Will  the  plan  provide  a  real 
incentive  to  build  volume  ?  Will  it  in- 
crease volume  of  some  products  more 
than  of  others?  Will  it  result  in  vol- 
ume at  the  sacrifice  of  service  or 
credit  control? 


Information  collected  by  the  mail 
questionnaire  included  the  bulk  plant 
volume  and  number  of  full-time  sales- 
men for  each  cooperative.  From  these 
data,  average  volumes  per  salesman 
were  calculated.  The  information  was 
adequate  for  connparing  performance 
under  different  compensation  plans; 
however,      this      information      did     not 


al'ways  give  an  accurate  picture  of 
the  actual  sales  or  deliveries  of  the 
salesmen  because  some  associations 
included  service  station  volume  with 
that  of  the  bulk  plant  and  others  did 
not  include  it. 

Other  factors  causing  variations 
among  areas  were  the  different  pro- 
portions of  heating  fuel  the  farmers 
and  urban  people  took,  and  the  vol- 
ume of  motor  fuel  business  done  with 
rural  schools,  highway  departments, 
and  commercial  accounts. 


During  the  period  studied,  the  group 
of  cooperatives  under  straight  com- 
missions and  under  salary-plus -in- 
centive payments  increased  volume 
31  and  32  percent,  respectively.  The 
cooperatives  under  straight  salaries, 
however,  increased  volume  only  26 
percent. 

On  an  area  basis,  the  greatest 
difference  existed  in  the  group  on  sal- 
aries-plus-incentive payments  where 
both  the  Eastern  salesmen  and  coop- 
eratives showed  about  twice  as  much 
increase  as  the  Western  ones. 


More  detailed  information  is  pre- 
sented on  volume  of  salesmen  under 
the  discussion  on  selected  associa- 
tions. 


Effect  on  Volume 

The  effect  of  compensation  plans 
on  volume  of  liquid  fuels,  lubricating 
oil,  grease,  and  tires,  batteries,  and 
accessories  is  considered  in  this  sec- 
tion of  the  report. 

Liquid  Fuel  Sales 

Cooperatives  Replying  to  Mail 
Que  s  ti  onnai  r  e .  Salesmen  employed 
under  a  salary-plus -incentive -pay- 
ments plan  delivered  about  11  percent 
more  gallons  of  liquid  fuels  than  those 
on  straight  commission,  but  only  2 
percent  more  than  those  on  a  straight 
salary.  The  average  volume  was  about 
392,000  gallons  for  those  on  salary 
plus  incentives,  384,000  gallons  for 
those  on  straight  salaries,  and  352,000 
gallons  for  those  on  straight  com- 
missions (figure  2). 

The  Western  area  showed  little 
difference  in  volumes  among  the  three 
compensation  groups.  In  the  East, 
salesmen  on  salaries-plus-incentives 
had  volumes  almost  20  percent  larger 
than  men  on  salaries,  and  over  33 
percent  larger  than  those  on  straight 
commissions. 


Additional  information  was  obtained 
from  47  5  local  Midwestern  coopera- 
tives employing  899  salesmen  to 
determine  the  volume  of  fuel  the 
salesmen  delivered  to  service  sta- 
tions. A  total  of  326  cooperatives  re- 
ported operating  service  stations;  in 
208  ofthese,  419  salesmen,  or  47  per- 
cent of  all  salesmen,  delivered 
gasoline  from  the  bulk  plants  to  the 
service  stations.  This  volume  ac- 
counted for  16  percent  of  their  total 
sales  and  8  percent  of  the  volume  of 
the  entire  47  5  associations. 

Therefore,  exclusive  of  service 
station  deliveries,  the  average  vol- 
umes of  salesmen  under  each  type  of 
compensation  varied  little  in  this 
Midwestern  group.  They  were  as  fol- 
lows: (1)  straight  commission,  329,000 
gallons,  (2)  straight  salary,  313,000 
gallons,  and  (3)  salary-plus-incentive 
payments,  329,000  gallons.  In  the 
East,  only  a  small  proportion  of  the 
cooperatives  operated  service  sta- 
tions. 

Selected  Cooperatives.  Average 
annual  liquid  fuel  deliveries  of  263 
salesmen  from  99  cooperatives  se- 
lected for  intensive  study  showed  that 
the  salesmen  on  straight  commission 
and  on  salary-plus -incentives  de- 
livered 8  percent  more  volume  than 
men  on  a  straight  salary.  Their  vol- 
umes were  408,000  gallons,  401,000 
gallons,  and  399,000  gallons,  respec- 
tively. From  60  to  66  percent  of  these 
volumes     consisted    of    motor   fuels    of 
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Figure  2 

Average  volume  of  petroleum  handled  by  deliverymen 
paid  under  various  compensation  plans,  1953 
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which     less     than     7     percent    went    to 
service  stations. 

In  the  West,  commission  men  had 
15  percent  more  volume  of  liquid 
fuels  than  men  under  the  other  two 
compensation  plans.  In  the  East,  how- 
ever, the  men  on  salaries -plus -in- 
centive payments  had  about  20  percent 
larger  volumes  than  men  under  the 
other  two  plans. 

Effect  of  Compensation  Plans  for 
Managers  on  "Volumes  of  Salesmen.  A 
question  frequently  raised  during  the 
study  was:  Do  salesmen  employed 
vmder  managers  receiving  straight 
commissions  have  larger  volumes 
than  salesmen  under  managers  re- 
ceiving straight  salaries? 

Information  from  457  Midwestern 
cooperatives  show  that  they  do  not. 
In  fact,  salesmen  on  straight  com- 
missions and  on  straight  salaries 
employed  under  commission  managers 
had  about  IZ  percent  less  volume  than 
those  under  the  salaried  managers. 
The  volumes  of  commission  and 
salaried  men  under  managers  receiv- 
ing salaries -plus -incentive  payments 
w^ere  also  less  than  those  under 
salaried  managers.  But  the  largest 
volunnes  occurred  when  both  the 
salesmen  and  the  managers  were 
under  a  salary-plus -incentive  pay- 
ments plan. 

Other  Observations.  In  appraising 
compensation  methods,  it  is  important 
to  know  how  long  they  have  been  in 
effect.  At  the  time  of  conducting  a 
survey,  records  may  show  salaried 
salesmen  with  high  volumes.  But  the 
cooperatives  that  have  shifted  to  the 
straight  salary  plan  might  have  built 
their  foundation  for  success  on 
another  type  of  payment  plan. 

In  this  study,  an  achievement  of 
maximum  volume  by  each  salesman 
did  not  always  mean  large  or  maxi- 
mum volume  for  the  cooperative. 
Many  Midwestern  local  community 
cooperatives  had  one  or  tw^o  sales- 
men,   usually   on    straight    salaries    but 


sometimes  on  connmissions,  who  had 
relatively  large  annual  volumes;  yet 
these  men  were  delivering  well  below 
the  cooperatives'  potential  of  farm 
business.  Some  of  the  managers  and 
boards  did  not  want  to  add  another 
truck  and  then  develop  the  necessary 
volume  for  it,  or  the  salesman  on 
commission  did  not  want  an  addi- 
tional man  because  it  would  reduce 
his  compensation,  temporarily  at 
least. 

In  central  United  States,  some 
county  cooperatives,  each  employing 
several  men  on  straight  commissions, 
had  a  relatively  high  percent  of  the 
potential  farm  volume  in  their  areas; 
but  the  average  volumes  of  their 
salesmen  were  lower  than  the  volumes 
of  the  men  just  referred  to  in  the 
community  cooperatives.  Generally 
the  level  of  gross  margins  and  rates 
of  commissions  in  that  central  area 
were  sufficient  to  give  them  satis- 
factory wages  on  such  volumes. 

Among  the  selected  group  of  coop- 
eratives, those  on  a  commission  basis 
estimated  they  obtained  43  percent  of 
the  potential  farm  volume  as  com- 
pared with  40  percent  by  those  on  a 
salary  basis.  Those  paying  salaries- 
plus -incentive  paynnents  averaged 
only  35  percent,  but  most  had  been 
on  this  plan  only  a  short  time. 

Lubricating  Oil  Sales 

In  the  cooperatives  replying  to  the 
mail  questionnaire,  practically  no 
difference  existed  in  the  average 
volumes  of  lubricating  oil  of  all  sales- 
men operating  under  the  three  major 
compensation  plans.  They  delivered 
about  3,000  gallons  per  salesman. 
Variations  existed  by  areas,  with 
commission  men  in  the  East  and 
salaried  men  in  the  West  having  the 
highest  volumes.  During  the  period 
studied,  cooperatives  using  the 
straight  commission  plan  declined  in 
volume  about  12  percent,  while  those 
using  the  other  two  compensation 
plans  declined  only  6  percent. 
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In  a  detailed  study  of  the  selected 
cooperatives,  both  the  commission 
men  and  salaried  men  averaged  about 
2,900  gallons  each,  or  10  percent 
more  volume  than  those  receiving 
salaries -plus -incentives. 


Grease  Sales 

In  cooperatives  replying  to  the  mail 
questionnaire,  each  salesman  on 
straight  commissions  and  on  salaries - 
plus-incentives  delivered  about  3,500 
pounds  of  grease,  or  IZ  percent  more 
than  each  man  on  straight  salaries. 

Cooperatives  paying  straight  com- 
missions experienced  a  small  decline 
in  volume  during  the  5  years  covered 
by  the  study,  but  those  paying  sal- 
aries-plus-incentives went  up  3  per- 
cent and  those  paying  straight  salaries 
increased  9  percent. 

In  the  selected  cooperatives,  the 
men  on  straight  commissions  had  the 
largest  volumes. 


Tire,  Battery,  and  Accessory  Sales 

Information  was  not  available  on 
sales  of  tires,  batteries,  and  auto- 
mobile accessories  by  individual 
salesmen  because  cooperatives  did 
not  always  keep  or  report  separate 
records  on  this  basis. 

In  the  East,  however,  salesmen 
made  most  of  these  sales  since  few 
cooperatives  had  service  stations. 
The  average  sales  for  each  man  in 
relation  to  compensation  methods 
were  as  follows:  $3,793  for  men  on 
straight  commissions,  $2,041  for  men 
on  salaries-plus-incentive  payments, 
and  $1,902  for  men  on  straight 
salaries. 

During  the  period  studied,  salesmen 
and  cooperatives  under  the  straight 
salaries  and  salaries-plus-incentives 
each  increased  their  sales  2  to  3 
times  more  than  those  under  straight 
commissions.  The  managers  believed 
this  difference  occurred  because 
straight     commission     men     could    in- 


The  compensation  plan  should  encourage  the  salesman  to  sell  lubricating  oil  and  grease  as  well  as  liquid  fuels. 

II 


Figure  3 

Delivery  costs  of  deliverymen  under  different 
compensation  plans,  1953 
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crease  their  income  more  by  con- 
centrating on  liquid  fuels  than  on 
tires,  batteries,  and  accessories. 


Effect  on  Costs 

Delivery  costs  were  obtained  from 
96  selected  cooperatives  employing 
219  salesmen  under  the  various  com- 
pensation plans.  These  costs  included 
the  following:  salaries,  commissions, 
bonuses,  truck  maintenance  allow- 
ances paid  to  salesmen,  and  the  coop- 
eratives' ow^n  expenses  for  operating 
the  trucks,  including  the  tanks, 
pumps,  and  meters. 

Total  delivery  costs  of  the  coop- 
eratives under  all  three  compensa- 
tion plans  could  be  compared.  Infor- 
mation was  not  readily  available, 
however,  in  the  offices  of  most  coop- 
eratives on  credit  costs,  shrinkage, 
and  extra  labor  expenses  personally 
carried  by  the  salesmen  on  commis- 
sions. Therefore,  the  detailed  delivery 
costs  of  commission  salesmen  could 
not  always  be  compared  with  those 
of  salesmen  employed  under  other 
compensation  plans. 

Total  Costs 

Total  delivery  costs  where  sales- 
men received  salaries-plus-incentive 
payments  were  about  0.1  cent  a  gallon 
less  than  such  costs  where  the  men 
were  on  straight  salaries  and  0.2  cent 
less  than  such  costs  where  the  men 
were  on  straight  commissions. 

Such  costs,  when  applied  against 
liquid  fuels,  averaged  as  follows:  1.5 
cents  a  gallon  for  62  men  employed 
on  salaries -plus -incentives,  1.6  cents 
a  gallon  for  61  men  on  straight  sal- 
aries, and  1,7  cents  a  gallon  for  96 
men  on  straight  commissions.  Most 
of  these  differences  were  among  the 
"outstanding"  cooperatives  because 
little  difference  existed  among  the 
"average"  groups  classified  accord- 
ing  to   pay  plans. 


These  differences  were  due  pri- 
marily to  wages  or  labor  costs,  since 
the  average  volumes  and  average 
truck  operating  expenses  on  each 
gallon  were  about  the  same  among  the 
salesmen. 

When  broken  down  according  to 
area,  the  delivery  costs  for  each 
gallon  were  about  the  same  among 
the  salesmen  in  the  West  under  the 
different  compensation  plans.  The 
range  was  from  1.5  to  1.6  cents  a 
gallon  among  the  three  groups.  In  the 
East,  however,  delivery  costs  for  men 
on  salaries -plus -incentives  were  0.25 
cent  a  gallon  less  than  for  the  men 
on  straight  salaries,  and  almost  0.5 
cent  a  gallon  less  than  for  the  men  on 
straight  commissions. 

The  average  volume  of  salesmen 
on  coromissions  in  the  West  was  con- 
siderably higher  than  the  average 
volume  of  the  men  under  the  other 
tw^o  compensation  plans.  In  the  East, 
however,  the  average  volume  of  the 
men  on  salaries -plus -incentives  were 
substantially  larger  than  for  the  men 
on  the  other  two  plans. 

Labor  Costs 

Wages  paid  to  salesmen  constituted 
the  largest  expense  in  delivery  costs. 
Among  all  the  cooperatives  reporting, 
the  wages  averaged  slightly  over 
$4,000  a  man.  This  was  equivalent 
to  approximately  1  cent  of  the  1.6 
cents    a  gallon  for  total  delivery  costs. 

The  men  on  commissions  received 
a  gross  of  $5,910,  which  included 
bonuses  and  truck  allowances  of  $407. 
With  an  average  of  $1,230  operating 
expenses,  their  net  averaged  $4,680. 
These  wages  were  over-stated  to 
some  extent,  however,  since  the  men 
had  other  costs  that  were  not  avail- 
able without  interviewing  each  sales- 
man. These  were  mainly  costs  of 
credit,  shrinkage,  and  extra  labor. 
Without  considering  these  costs, 
net  commissions  or  wages  averaged 
1.14  cents  a  gallon  on  liquid  fuel  de- 
livered. 
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The  men  on  straight  salaries  re- 
ceived an  average  of  $3,518  plus  other 
payments  of  $42.  This  was  equivalent 
to  0.95  cent  a  gallon. 

The  men  on  salary-plus -incentive 
payments  received  Nvages  averaging 
$3,499.  This  was  equivalent  to  0.89 
cent  a  gallon.  Incentive  payments  in- 
cluded in  this  figure  totaled  $875, 
consisting  of  commissions,  $694; 
bonuses,  $67;  and  other  payments, 
$114.  These  payments  were  equal  to 
25  percent  of  total  compensation,  or 
to  33  percent  of  the  salesmen's  base 
salaries. 

In  this  study  the  percentage  of  in- 
centive payments  in  relation  to  the 
base  salaries  ranged  widely--aver- 
aging  25  percent  but  with  a  median  of 
only  14  percent.  For  half  the  men, 
the  range  was  from  4  to  24  percent 
and  for  the  other  half  from  14  to  72 
percent. 

After  a  study  of  the  data  on  the 
various  types  of  incentives,  two  ques- 
tions required  further  information: 
(1)  How  much  incentive  payment  is 
necessary  to  provide  a  real  incentive 
for  improvement,  and  (2)  when  does 
a  large  incentive  payment  actually 
become  a  basic  part  of  annual  com- 
pensation and  thus  little  different 
from  the  straight  commission  plan? 

Indications  are  that  a  high  degree 
of  success  can  be  obtained  if  incentive 
payments  range  between  10  and  2  5 
percent  of  total  compensation  re- 
ceived. This  would  be  equivalent  to 
between  11  and  33  percent  of  the  base 
salaries. 

Tank  Truck  Expenses 

The  cost  of  operating  the  tank 
trucks  averaged  $2,247  for  the  219 
salesmen  in  the  selected  cooperatives. 
This  was  equivalent  to  0.57  cent  on 
each  gallon  of  fuel  delivered. 

These  costs  generally  averaged 
between  0.5  and  0.6  cent  a  gallon 
regardless      of    whether    the     coopera- 


tives were  classified  as  "outstand- 
ing" or  "average,"  or  by  area,  types 
of  compensation,  or  types  of  opera- 
tions. The  only  exception  was  in  the 
Eastern  area  where  truck  expenses 
for  men  on  straight  salaries  averaged 
0.7  cent  a  gallon. 

The  costs  of  operating  the  truck 
chassis  consisted  of  gasoline,  oil,  re- 
pairs, maintenance,  insurance,  taxes, 
licenses,  and  depreciation.  Such  costs 
averaged  $1,972  for  each  truck,  or 
almost  88  percent  of  the  total  ex- 
penses. The  expenses  for  the  truck 
tank,  pump,  and  meter,  which  repre- 
sented the  other  12  percent,  averaged 
$275  for  each  truck. 


Effect  on  Employee  Turnover 

A  question  often  raised  on  use  of 
different  compensation  plans  was: 
Does  the  type  of  compensation  plan 
used  have  any  effect  on  the  turnover 
of  the  salesmen?  This  study  showed 
that  cooperatives  using  compensation 
plans  with  the  greatest  incentives  had 
the  lowest  employee  turnover. 

Employee  Turnover 

Cooperatives  Replying  to  Mail 
Questionnaire.  During  the  period  from 
1948  to  1953,  cooperatives  employing 
salesmen  on  a  straight  commission 
basis  had  a  turnover  of  only  7  per- 
cent. This  compared  with  12  percent 
for  those  with  men  on  salaries -plus - 
incentive  payments  and  31  percent 
for  those  with  men  on  straight  sal- 
aries (figure  4).  The  average  rate  of 
turnover  of  3,310  salesmen  during 
the  6-year  period  was  about  14  per- 
cent a  year. 

The  rate  of  turnover  was  twice  as 
high  in  the  East  as  in  the  West.  This 
was  due  to  the  extremely  high  rate  of 
turnover  among  men  on  straight  sal- 
aries. The  high  turnover  largely 
occurred  in  two  areas  along  the 
Atlantic  Seaboard. 
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Figure  4 

Turnover  of  deliverymen  under  different 
compensation  plans  ,  1948-53 
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Selected  Cooperatives.  The  aver- 
age rate  of  turnover  among  salesmen 
in  this  group  was  almost  10  percent. 
Cooperatives  employing  salesmen  on 
a  straight  commission  basis  had  a 
turnover  of  3.5  percent  compared  with 
6.4  percent  for  those  with  men  on 
salaries -plus -incentives  and  28.5  per- 
cent for  those  with  men  on  straight 
salaries. 

As  in  the  case  of  the  large  group 
surveyed,  the  rate  of  turnover  was 
much  higher  in  the  East  than  in  the 
West.  Little  difference,  however, 
existed  between  the  "outstanding"  and 
"average"  cooperatives. 

The  average  tenure  of  the  salesmen 
in  the  selected  group  of  cooperatives 
was  as  follows:  7  years  for  those  on 
straight  commissions,  6  years  for 
those  on  salaries -plus-incentives  ,  and 
6  years  for  the  men  on  straight  sal- 
aries. 

Reasons  for  Turnover 

Of  154  salesmen  in  90  selected 
cooperatives,  59  percent  voluntarily 
left  the  cooperatives  for  personal 
gain.  Twenty-three  percent  of  this 
group  returned  to  the  farm  or  entered 
business  for  themselves,  26  percent 
took  other  jobs  paying  higher  salaries, 
8  percent  were  promoted,  and  2  per- 
cent thought  they  could  do  better  else- 
where after  their  basis  of  pay  had 
been  changed. 

Thirty-eight  percent  left  involun- 
tarily. Out  of  this  group,  17  percent 
were  dismissed  for  various  reasons, 
8  percent  quit  because  of  health,  4 
percent  left  because  they  were  unable 
to  handle  credit,  and  3  percent  re- 
tired. No  reasons  were  given  for  the 
remaining  3  percent. 

On  the  basis  of  compensation 
methods,  53  percent  of  the  salesmen 
on  straight  commissions  quit  volun- 
tarily for  personal  gain.  This  com- 
pared with  63  and  64  percent  for 
those  on  salaries-plus-incentives  and 
on    straight    salaries,    respectively.    A 


higher  proportion  of  the  men  on  com- 
missions, however,  quit  the  coopera- 
tives because  of  health  and  inability 
to  handle  credit. 


Effect  on  Credit  Control 

Still  another  question  often  raised 
with  respect  to  the  use  of  different 
compensation  plans  was:  Do  strong 
incentives  for  increasing  volume 
cause  an  excessive  amount  of  credit 
business,  accounts  receivable,  and 
credit  costs  ? 

Only  limited  information  could  be 
collected  on  this  question,  since  most 
cooperatives  did  not  keep  separate 
records  on  petroleum  and  other  sup- 
ply items  sold  on  credit.  Also  a  num- 
ber of  commission  salesmen  per- 
sonally extended  some  credit,  but  data 
on  the  amount  of  this  credit  was  not 
always  available.  Based  on  the  over- 
all credit  data  obtained  from  the  coop- 
eratives, however,  there  was  little 
difference  in  the  credit  operations 
among  cooperatives  using  different 
compensation  plans. 

As  expected,  the  over-all  credit 
policies  and  practices  of  the  coop- 
eratives were  determined  to  some 
extent  by  the  type  of  compensation 
plans  used  for  petroleum  salesmen. 

Among  the  77  selected  cooperatives 
that  supplied  information,  14  percent 
of  the  cooperatives  paying  commis- 
sions were  on  a  cash  basis  compared 
with  none  in  the  other  two  groups. 
However,  a  higher  proportion  of  com- 
mission cooperatives  were  more 
liberal  in  their  credit  terms  than  were 
cooperatives  under  other  plans. 

Cooperatives  employing  salesmen 
on  straight  commissions  and  on 
straight  salaries  averaged  58  and  59 
percent  credit  sales,  respectively,  on 
petroleum.  This  compared  with  71 
percent  for  those  employing  salesmen 
on  salaries -plus -incentive  payments. 
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Accounts  outstanding  at  the  end  of 
the  period  studied  ranged  from  5  to 
7  percent  of  total  retail  sales  among 
the  three  compensation  groups,  with 
the  salaried  group  the  lowest  and  the 
salaries -plus -incentives  group  the 
highest. 

About  85  percent  of  the  salesmen 
on  straight  commissions,  as  reported 
in  the  mail  questionnaire,  operated 
under  these  restrictions  for  control- 
ling credit:  (1)  42  percent  did  not 
receive  their  commissions  until  they 
collected  their  accounts  in  full;  (2)  35 
percent    had   to  place    a  percentage   of 


their  commissions  in  a  reserve  to 
apply  against  their  delinquent  ac- 
counts or  bad  debts,  or  they  had  to 
bear  the  full  amount  of  such  accounts; 
and  (3)  7  percent  purchased  products 
from  the  cooperatives  and  resold  them 
to  patrons,  thus  carrying  the  entire 
burden  or  cost  of  the  credit  extended. 

Only  31  percent  of  accounts  of  the 
incentives  group  were  under  30  days 
old  compared  with  52  and  57  percent 
of  the  commission  and  salaried 
groups,  respectively.  Little  difference 
existed  in  the  bad  debt  record  of  the 
three  groups. 


Employee  Benefits  Provided 


In  addition  to  the  various  com- 
pensation plans,  employees  were 
interested  in  benefits  provided  by 
their   employers- -the  petroleum  coop- 


eratives. The  percentages  of  coopera- 
tives replying  to  the  mail  question- 
naire that  provided  these  benefits 
were  as  follows: 


Compensation  plan 


Employee  Benefits 


Salary  plus 
incentives 


Total 


Vacation  with  pay 

Sick  leave  with  pay 

Sickness  or  accident  costs  or  insurance, 
paid  in  full  or  in  part 

Contributions  to  pension  or  retirement 
programs 

Group  life  insurance,  paid  in  full 

Christmas  bonus 

Discounts  on  co-op  products  for  own 
use 


23 

17 

27 


P  ercent 

78 
56 


37 


80 
58 

39 


48 


40 


45 


55 
40 

34 


25 

34 

38 

31 

22 

31 

35 

28 

27 

45 

35 

35 

44 


Cooperatives  paying  straight  com- 
missions contributed  to  employee 
benefits  in  a  smaller  proportion  than 
the    other    two    groups.    This    situation 


resulted  because  commission  sales- 
men may  have  been  considered  more 
in  the  nature  of  agents  than  em- 
ployees. 


Advantages  and  Disadvantages  of  Each  Plan 


All  compensation  plans  have  strong 
points  and  weak  points.  Cooperatives 
have  been  looking  for  a  plan  that  can 
combine    the    advantages  of  the  various 


plans  and  at  the  same  time  eliminate 
the  disadvantages.  They  want  a  plan 
that  can  produce  the  largest  sales 
and     lowest    delivery    costs    without 
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sacrificing        good 
patrons. 


service 


to       the 


Here  are  some  of  the  strong  and 
weak  features  of  the  various  compen- 
sation plans  as  found  in  the  survey. 


Straight  Commission 

Advantages.  The  most  important 
advantages  claimed  for  the  straight 
commission  plan,  especially  over  the 
straight  salary  plan,  were: 

1.  A  strong  incentive  was  provided 
for  building  volume. 

2.  Salesmen  usually  received  large 
net  wages  or  compensation,  thus  re- 
sulting in  a  low  rate  of  turnover. 


3.  Salesmen  received  compensa- 
tion without  lag  exactly  in  proportion 
to  their  sales  or  output. 

4.  The  salesmen  required  little 
supervision  and  training  because  they 
were  on  their  own. 

5.  The  men  on  commissions  owned 
their  own  trucks  and  usually  took 
better  care  of  them  than  did  men 
under  other  compensation  plans  who 
used  trucks  owned  by  the  coopera- 
tives. 

Disadvantages.  The  disadvantages 
most  frequently  mentioned  were: 

1.  Compensation  was  highly 
seasonal. 

2.  Credit  control  was  difficult. 


Each  major  type  of  pay  plan  has  its  strong  and  weak  points.  Cooperatives  desire  a  plan  that  will  result  in  efficient  service 

to  farmers  and  in  a  satisfactory  standard  of  living  for  employees. 
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3.  Salesmen  tended  to  push  sales 
on  products  returning  the  largest 
cortimis  sions . 

4.  Management  frequently  had  little 
control  over  salesmen.  As  a  result, 
it  was  difficult  to  add  new  salesmen 
or  adjust  territories  or  routes. 

5.  Management  had  difficulty  in 
reducing  rates  of  commissions  when 
salesmen  received  abnormally  high 
net  compensation  as  a  result  of  large 
increases     in    use     of  fuel   by  patrons. 


2.  Salesmen  frequently  were  under- 
paid because  the  cooperatives  were 
slow  in  adjusting  salaries  for  in- 
creased deliveries.  A  high  rate  of 
turnover,  therefore,  resulted. 

3.  A  larger  amount  of  training  and 
supervision  was  required  than  if  the 
men  were  on  commissions. 


4.  The  salesmen  frequently  did 
not  take  good  care  of  the  tank  trucks 
which  the  cooperatives  invariably 
owned. 


6.  The  salesmen  under  keen  com- 
petitive conditions  expected  the  coop- 
eratives to  help  them  maintain  their 
volumes  and  commissions  by  reducing 
gross  margins. 


Straight  Salary 

Advantages.  The  main  advantages 
claimed  for  the  straight  salary  plan, 
especially  over  the  straight  commis- 
sion plan,  were: 


1.    Salesmen       received 
guaranteed  income. 


a      steady, 


2.  Much  greater  control  of  sales- 
men was  exercised  by  the  manage- 
ment of  these  cooperatives  than  by 
the  ones  employing  salesmen  under 
straight  commissions.  It  was  thus 
easier  to  add  new  salesmen  and  to 
adjust  territories  and  routes. 

3.  Enforcing  credit  control  poli- 
cies or  practices  was  least  difficult 
under  this  plan  than  under  other  plans. 

4.  Salaries  were  readily  increased 
whenever  adjustments  were  needed 
to  compensate  for  larger  volumes  de- 
livered. 

Disadvantages.  The  most  common 
disadvantages  were: 

1.  A  strong  incentive  for  building 
volxime  was  lacking. 


Salary-Plus-lncentive  Payments 

Advantages.  The  main  advantages 
claimed  for  the  various  types  of  this 
plan  were: 

1.  A  salary  plus  commissions  on 
total  sales  or  on  all  sales  above  stip- 
ulated quotas  combined  the  advantages 
of  both  the  straight  salary  and  straight 
commission  plans. 

2.  A  salary  plus  a  percentage  of 
net  savings  permitted  employes  to 
receive  compensation  in  proportion  to 
the  success  of  the  cooperative's  opera- 
tions for  the  current  year. 

3.  A  salary  plus  a  flat  bonus  per- 
mitted employees  to  receive  extra 
compensation  determined  roughly  by 
the  success  of  the  operations  for  the 
current  year. 

4.  A  salary  plus  a  wage  bonus  or 
plus  a  wage  dividend  permitted  em- 
ployees to  receive  extra  compensa- 
tion somewhat  in  proportion  to  the 
patronage  refunds  received  by 
patrons. 

5.  Special  commissions  or  bonuses 
permitted  salesmen  to  receive  extra 
compensation  for  work  especially  well 
done.  Frequently  such  commissions 
were  paid  on  new  business,  and 
bonuses  were  paid  for  good  credit 
collection,    for    large     sales    of   speci- 
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fied    products,    and   for   other    types    of 
performances  above  average. 

Disadvantages.  The  main  disadvan- 
tages were: 

1.  A  salary  plus  commission  on 
total  sales  often  favored  certain  prod- 
ucts. Frequently  this  plan  resulted 
in  commissions  equalling  or  exceeding 
the  amount  of  salary;  therefore,  the 
commissions  became  a  basic  part  of 
the  annual  compensation  rather  than 
an  incentive  for  above  average  per- 
formance. 

2.  A  salary  plus  a  percentage  of 
net  savings  sometimes  resulted  in 
too  little  or  too  much  extra  compen- 
sation for  the  salesmen.  This  vari- 
ability depended  upon  the  formula 
used  and  the  success  of  the  year's 
operations.  Under  such  a  plan,  the 
salesmen  sometimes  received  a  per- 
centage of  net  savings  which  equalled 
or  exceeded  their  salaries.  If  such 
a  condition  existed,  the  men  tended 
to  consider  these  payments  as  part 
of  their  annual  compensation  rather 
than  as  incentives  for  outstanding 
performance.  Furthermore,  some 
members     felt     the     cooperative     took 


unusually  wide  gross  margins  or 
skimped  on  services  to  realize  large 
net  savings  which  would  be  shared 
with  the  salesmen  or  manager  or 
both. 

3.  A  salary  plus  a  flat  year-end 
bonus  was  arbitrarily  established  by 
the  board  of  directors  and  varied 
greatly  in  amount  and  regularity. 

4.  A  salary  plus  a  wage  bonus  or 
plus  a  dividend  usually  gave  the  sales- 
men  only    a  small  extra  compensation. 

5.  Other  types  of  special  incentive 
payments  often  over  stimulated  the 
salesmen's  efforts  on  particvilar 
phases    of  the   business   or  operations. 

6.  Problems  frequently  occurred 
because  of  the  incentive  payment 
formiila  used.  Salesmen  sometimes 
believed  it  was  too  complicated,  that 
the  amount  of  incentive  payment  was 
too  small  or  that  it  was  inequitably 
distributed,  and  that  the  manager  re- 
ceived too  large  a  slice  of  the  total. 
Frequently  the  board  of  directors  dis- 
carded the  entire  program  rather  than 
to  continue  adjusting  the  formula  until 
it  worked  satisfactorily. 


Other  Influences  on  Performance 


Besides  the  method  of  compensa- 
tion, this  study  indicated  several 
other  important  influences  on  per- 
formance of  tank  truck  salesmen. 
These  were:  (1)  duties  and  responsi- 
bilities of  salesmen,  (2)  types  of 
patrons  and  area  served,  (3)  age  and 
success  of  the  cooperative,  (4)  attri- 
butes of  the  salesmen,  (5)  supervision 
given  to  salesmen,  and  (6)  amount  of 
pay. 


Duties  and  Responsibilities 

The  number  and  types  of  jobs  ex- 
pected of  salesmen  varied  among 
petroleum    cooperatives.    Some    coop- 


eratives expected  their  salesmen  to 
deliver  only  petroleum  products,  while 
others  expected  their  men  to  also  de- 
liver related  items  such  as  tires, 
batteries,  automobile  accessories,  and 
paint. 

Some  cooperatives  expected  their 
salesmen  to  sell  products  as  well  as 
to  deliver  products  on  the  basis  of 
orders  or  regular  routes.  Some  re- 
quired their  men  to  collect  accounts 
receivable.  Some  asked  their  men  to 
help  develop  an  efficient  petroleum 
service  throughout  the  cooperative's 
entire  trade  territory. 

If  the  salesmen  engaged  in  sales 
and   collection   work   as    well   as   in  the 
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delivery  of  products,  their  annual  vol- 
vimes  were  generally  lower  than  if 
their  major  emphasis  was  on  de- 
liveries. 


Types  of  Patrons  and  Areas 

The  niimber  of  fuel  oil  patrons 
greatly  affected  the  salesmen's  vol- 
ume and  delivery  costs  because  this 
kind  of  business  came  largely  during 
the  season  when  motor  fuel  consump- 
tion was  lowest.  The  amount  of  heat- 
ing fuel  business  the  salesmen  handled 
depended  also  upon  the  cooperative's 
policy  toward  serving  the  urban  or 
city  area.  This  type  of  business  ac- 
counted for  a  large  volume  on  a  mini- 
mum mileage. 


Other  types  of  patrons  accounting 
for  variations  in  annual  volumes  of 
salesmen  were  schools,  churches, 
highway  departments,  stone  quarries, 
saw  mills,  trucking  concerns,  and 
service  stations.  Deliveries  to  sta- 
tions were  classified  separately  in 
comparing  performance  of  petroleum 
salesmen. 

Climatic  conditions,  kind  of  farm- 
ing, and  kind  of  terrain  affected  vol- 
umes and  mileage.  The  North  used 
much  more  fuel  oil  than  the  South. 
Diversified  farming  areas  used  more 
fuel  on  a  steadier  basis  than  the  one- 
crop  areas.  Rough  or  hilly  areas  often 
meant  that  roads  followed  valleys,  and 
this  re  stilted  in  more  mileage  for 
deliveries     than    level    farming    areas 

where    roads    ran    in    each    direction    at 
one  mile  intervals. 


The  size  and  number  of  farm  users 
also  affected  delivery  efficiency  be- 
cause of  the  number  of  stops  required 
in  disposing  of  a  tank  truckload  of 
fuel. 


Age  and  Success  of  Cooperative 

Among    successfiil    cooperatives,  the 
salesmen     performed     well    under    all 


The  pay  check  is  important  but  other  factors  also  influence  the  performance  of  cooperative  employees. 
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types  of  compensation  plans.  Occa- 
sionally, the  older,  more  successful 
cooperatives  changed  their  plans  of 
compensation,  but  the  volume  of  the 
salesmen  changed  relatively  little. 
This  indicated  that  volume  was  built 
upon  the  services  and  benefits  of  the 
cooperatives  rather  than  upon  the 
performance  of  salesmen. 

It  should  be  noted  that  the  latest 
records  did  not  always  give  a  true 
evaluation  of  the  compensation  plan 
in  use;  the  cooperative  may  have  op- 
erated the  first  10  or  15  years  under 
a  different  plan  than  that  in  use  when 
making  a  study. 

Some  managers  contended  that  a 
commission  plan  was  necessary,  or 
at  least  advantageous,  in  building 
adequate  voliome  in  a  new  coopera- 
tive, but  that  after  it  became 
successful,  salaried  men  could  be 
employed  satisfactorily,  often  at 
lower  costs. 


Attributes  of  Salesman 

As  in  any  endeavor,  the  charac- 
teristics of  the  employee  are  highly 
important  in  determining  his  success. 
He  must  be  honest,  sincere,  cour- 
teous, willing  to  work,  and  interested 
in  giving  good  service  and  making 
progress.  These  attributes  are  espe- 
cially necessary  in  petroleum  sales- 
men if  they  want  to  obtain  new  patrons 
and  to  build  up  their  deliveries  to  a 
highly  efficient  level. 

The  study  showed  that  the  capabil- 
ities of  the  salesmen  were  more  im- 
portant than  the  compensation  method 
under  which  they  were  employed.  This 
was  borne  out  by  the  statement  of  a 
representative  of  a  regional  coopera- 
tive whose  affiliated  cooperatives  had 
largely  changed  from  a  salary  to  a 
commission  basis  during  the  last  5 
years.  He  stated  that  the  commis- 
sion plan  was  not  a  substitute  for  a 
good  man,   because    the    good   men    re- 


mained   good    and    the    poor    men     re- 
mained poor. 


Supervision  Received 

Special  training  and  adequate 
supervision  will  improve  any  em- 
ployee. If  the  manager  is  interested 
in  the  petroleum  service,  he  will 
give  salesmen  serious  attention.  This 
interest  instills  enthusiasm  among  the 
salesmen  and  encourages  them  to  im- 
prove their  performance. 

In  addition  to  the  attributes  of  the 
salesmen,  this  study  showed  that  the 
training  and  supervision  the  men  re- 
ceived were  more  important  than  the 
plan  by  which  they  were  paid. 

For  example,  one  countywide  coop- 
erative in  a  rich  agricultural  area 
of  an  eastern  State  supplied  consider- 
ably more  fuel  to  farmers  with  8  de- 
li verymen  than  a  nearby  association 
did  with  11  men.  According  to  repre- 
sentatives of  the  regional  cooperative 
serving  that  area,  this  efficiency  was 
due  primarily  to  the  difference  in 
interest  and  attention  the  general 
managers  of  the  two  local  coopera- 
tives gave  the  petroleum  depart- 
ments. 

Until  recent  years,  the  local  coop- 
eratives affiliated  with  Southern 
States  Cooperative,  Inc.  and  the  Coop- 
erative G.L.F.  Exchange,  Inc.,  Ithaca, 
N.Y.,  employed  tank  truck  salesmen 
on  a  straight  salary  basis.  Their 
unusually  low  delivery  costs  and  high 
volumes  for  each  salesman  was 
largely  due  to  the  operating  program 
and  the  training  and  supervision  their 
regional  associations  provided. 


Amount  of  Pay 

How  much  employers  pay  their  em- 
ployees is  a  dominant  factor  in  em- 
ployee      recruitment,     tenure,     output, 
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and  satisfaction.  However,  studies 
made  by  industry  show  that  the 
amount  of  pay  is  not  as  important 
as  many  of  us  believe. 

Frequently,  one  of  the  following  is 
more  important  to  employees  than 
the  pay  they  receive:  type  of  work, 
kind  of  working  conditions,  amount 
of  security,  amount  of  employee  bene- 
fits, and  opportunities  for  advance- 
ment. Retirement  programs  and  other 
employee  benefits  such  as  group  in- 
surance, vacations,  and  sick  leave 
are  becoming  increasingly  important 
among  employees  throughout  the 
country. 


The  attributes  of  the  tank  truck  salesman  and  the  train- 
ing and  supervision  he  receives  are  more  important 
than  the  method  by  which  he  is  paid. 


As  pointed  out  earlier,  about  45 
percent  of  the  salesmen  who  had  left 
cooperatives  over  a  5-year  period 
said  the  reason  was  "more  pay  else- 
where"; and  another  40  percent  left 
to  go  into  farming  or  business  for 
themselves.  Some  reasons  why  serv- 
icemen quit,  other  than  the  reason 
of  pay,  were: 

1.  One  man  wanted  to  try  his  hand 
at  driving  a  transport  because  he 
thought  the  work  would  be  more  in- 
teresting. 

2.  Another  did  not  like  weather 
conditions  and  long  hours  of  work 
during  the  farmer's  rush  seasons. 

3.  Several  salesmen  on  a  commis- 
sion basis  did  not  want  to  increase 
their  volumes  even  though  it  would 
mean  more  income.  They  were  satis- 
fied with  their  pay  and  therefore  were 
not  interested  in  working  any  harder. 

The  record  of  salesmen  in  the  East 
showed  that  high  wages  were  not  es- 
sential for  good  performance.  For 
many  years  their  average  salaries 
were  lower  than  the  salaries  or  net 
commissions  of  salesmen  in  other 
sections  of  the  country;  yet  on  the 
average  their  annual  deliveries  were 
much  larger.  The  training  and  super- 
vision the  men  in  the  East  received 
and  the  petroleum  progrcim  under 
which  they  worked  apparently  were 
the  dominant  factors  accounting  for 
their  success. 


Conclusions  and  Suggestions 


The  principal  conclusions  and 
suggestions  drawn  from  this  study 
are: 

1.  There  were  salesmen  with  out- 
standing, average,  and  poor  perform- 
ances under  each  major  compensa- 
tion plan.  This  indicates  that  the 
attributes     of     the     salesmen    and    the 


training  and  supervision  they  receive 
are  more  important  than  the  type 
of  compensation  plan.  Also,  some 
petroleum  cooperatives  operated  for 
many  years  under  one  plan  and  then 
changed  to  another  plan  without 
lowering  the  high  level  performance 
of  their  salesmen.  Thus  the  age  and 
success     of     the     cooperative    and    its 
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policy   with    respect   to    type  of  patrons 
served  are  important. 

2.  Local  cooperatives  can  use  the 
straight  commission  system  to  ad- 
vantage if  they  adopt  adequate  con- 
trols for  the  salesmen's  operations, 
and  if  gross  margins  allow  reason- 
able commissions.  The  commissions 
must  compensate  salesmen  adequately 
for  their  sales  efforts,  delivery  serv- 
ices, and  credit  costs. 

3.  Local  cooperatives  can  use  the 
straight  salary  method  successfully 
if  the  manager  is  interested  enough 
in  the  petroleum  service  to  provide 
careful  training  and  supervision  of 
the  salesmen,  and  if  the  cooperative 
will  pay  good  salaries  for  good  per- 
formances, 

4.  Cooperatives  with  salesmen  on 
straight  salaries  and  on  straight  com- 
missions could  adopt  a  salary-plus- 
incentive  payment  plan  to  advantage 
if  their  men  have  only  an  average 
or  good  performance.  This  plan  can 
combine  many  advantages  of  the 
straight  commission  and  the  straight 
salary  plans  while  having  relatively 
few  of  their  disadvantages.  It  can 
improve  the  performance  and  com- 
pensation of  many  salaried  men.  In 
addition,  it  should  result  in  a  lower 
delivery  cost  per  unit  in  many  coop- 
eratives using  straight  salary  or 
straight  commission  plans, 

5.  While  a  salary-plus-incentive 
payment  plan  has  many  advantages, 
cooperatives  should  recognize  that  it 
is  not  a  cure-all  for  their  problems. 
This  plan  requires  a  careful  selec- 
tion of  men  followed  by  proper  train- 
ing and  supervision.  The  plan  must 
give  the  salesmen  sufficient  income 
for  an  adequate  standard  of  living. 
Also,  it  must  give  the  cooperative  a 
high  volume  of  sales  and  efficient 
delivery  costs,  together  with  satis- 
factory service  to  patrons. 

6.  A  salary-plus-incentive  payment 
plan  for  tank  truck  salesmen  com- 
parable   to  that  used  in  industry  should 


provide  for  a  base  salary  plus  com- 
missions above  a  stipulated  monthly 
or  quarterly  quantity  or  dollar  vol- 
ume. It  should  also  provide  additional 
payments  or  bonuses  for  tight  credit 
control  and  penalties  for  loose  credit 
control.  Plans  including  base  salaries 
plus  commissions  on  total  sales, 
commissions  on  increases  in  volume 
over  the  previous  year,  or  commis- 
sions on  new  business  are  modified 
versions. 

7.  Any  incentive  payment  plan 
should  have  a  simple,  easily  under- 
stood formula.  It  should  provide  for 
the  following  elements: 

a.  A  substantial  base  salary.  This 
base  wage  should  be  such  that  there 
will  be  no  hardship  on  the  men  dur- 
ing slack  seasons.  Perhaps  it  should 
equal  the  average  wage  for  similar 
businesses  in  the  area. 

b.  An  incentive  to  build  volume 
and  to  control  credit. 

c.  Sufficient  additional  income  to 
reward  improvements  in  volume, 
services,  and  efficiency. 

At  the  same  time,  however,  the 
plan  should  not  provide  such  a  large 
proportion  of  the  total  income  that 
the  salesmen  consider  it  a  necessary 
and  basic  part  of  their  annual  income. 
While  further  information  and  study 
are  needed,  it  appears  that  incentives 
constituting  10  to  25  percent  of  the 
total  compensation  (or  11  to  33  per- 
cent of  the  base  salaries)  will  im- 
prove the  salesmen's  performance. 

8.  Cooperatives  shoxild  have  a 
written  contract  with  each  tank  truck 
salesman.  A  contract  is  especially 
important  when  the  salesman  is  under 
a  straight  commission  plan.  When 
w^  r  i  t  i  n  g  contracts  for  salesmen, 
cooperatives  should  consider  the  fol- 
lowing points  and  use  the  ones  suit- 
able for  their  compensation  plan: 

a.  Duties  and  responsibilities  of 
the  salesman. 
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b.  Amount  of  base  sailary. 

c.  Rate  of  commissions. 

d.  Minimum  quota  for  volume, 

e.  Minimum  and  maximiun  amounts 
of  annual  compensation. 

f.  A  leveling  plan  for  seasonal 
compensation, 

g.  The  cooperative's  right  to  re- 
vise the  salesman's  trade  territory 
at  any  time. 

h.  Methods  for  controlling  shrink- 
age and  credit, 

i.  Review  of  the  contract  by  the 
cooperative  annually  or  by  either  the 
cooperative  or  the  salesman  upon  due 
notice. 

9.  An  extremely  high  annual  vol- 
ume for  each  salesman  does  not  nec- 
essarily mean  that  the  cooperative 
has  reached  its  maximum  voltime  or 
achieved  its  potential  effectiveness. 
For  examples  a  cooperative  may  have 
two  salesmen,  each  one  handling 
500,000  gallons  of  petroleum  at  de- 
livery    costs     of    1,5     cents     a    gallon. 


Its  goal  perhaps  should  be  three 
salesmen  with  each  handling  400,000 
gallons  at  an  average  delivery  cost 
of  1.6  cents  a  gallon.  The  coopera- 
tive then  would  have  a  larger  vol\ime 
and  a  lower  overhead  cost  per  unit; 
it  would  be  serving  and  benefiting 
more  farmer-patrons  in  its  area;  and 
it  could  provide  more  volume  and 
capital  to  its  integrated  regional 
association. 

10.  Regional  cooperatives  can 
assist  local  cooperatives  in  as- 
sembling information  to  develop  a 
workable  plan  for  incentive  payments. 
Also,  they  can  help  recruit  and  train 
local  salesmen. 


Cooperatives  are  now  using  various 
types  of  incentive  payment  plans  for 
their  tank  truck  salesmen.  As  they 
build  up  a  body  of  data  and  experience 
upon  which  to  perfect  these  plans,  we 
may  expect  significant  improvements 
in  delivery  performance.  This  should 
not  only  help  reduce  the  cost  of  pe- 
troleum products  to  farmers,  but  im- 
prove the  tenure  and  standard  of  liv- 
ing of  the  salesmen. 
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